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he property taxisthe most
importantlocal source of
revenue for cities, counties,
schools, and many types
of special districts. It's
also extremely unpopular.
Giventhe highrevenue the
property tax generates and
thelowregardin whichitis
held, substantial benefits
would result from improving the tax.
Butbefore we get to how we mightimprove
the tax, we should address anatural
question: ifthe property taxis soreviled,
why not “rethink” having a property tax
atall?

Goal #1

Provide accurate and fair valuations
of total tax liability for taxpayers

High-quality assessment practices

are foundational to the property tax.
Accurate assessments are needed so that
ataxpayer’s liability bears the closest
relationship to the underlying value

of the property. Thishasimplications
fortax fairness, whichis vital for the
ongoinglegitimacy of the tax. Italsohas
implications for the revenue that the
property tax yields to local governments
thatdepend onit.

Let'sstartwith the fairnessimplications.
Exhibit 1 shows how assessment practices
canlead tounfair outcomes. Home Aisina
well-to-doneighborhood and is of a typical
size, quality, and more, for homes there.
Home Bisin aworking-class neighborhood
andisalso typical for that neighborhood.

The per-acre land value is higher for Home
A, whichisnotsurprisingand showsus
thatthereal estate market places a higher
value onland in thatneighborhood. The
surpriseisthatthe county’s assessment
practicesresultin a higher building value
per square foot for Home B! Thisleads
tohigher taxes for Home B on a per-acre
basis. Home A sits on alarger plot of land
and hasmore square feet, so Home A’s
total tax billis higher than that of Home B,
butthe size of the bill is not proportional to
the underlying value of the property (and
the underlying value of the building).
Propertieslike Home B tend to be owned
by lower-income people, and over-taxing
reduces theirnetincome, leading to more
financial hardship, includingincreased
likelihood of tax delinquency and
foreclosure.! This situation can have long-
term consequences, as home ownershipis
acomponent of generational wealth.?

Exhibit1isnotanisolated case
butratherillustrates awidespread
problem. Evidence indicates that
across 90 percent of the United States,
properties of above-average market
value are consistently under-valued by
the assessment process, and properties
of below-average market value are
consistently over-valued.®

These problems with assessment
practices could affect the revenue
thatlocalgovernmentsreceive. If the
local tax systemis “rate driven,” where
the totalrevenue alocal government
receivesis determined by multiplying
the taxrate by the assessed value,
there will be arevenue loss from the
problem shown in Exhibit 1. There are
many reasons why the over-and under-
valuing of properties do not “balance
out” total taxrevenues. The most
importantreasonisthatthe scale of the

EXHIBIT 1 | 4-STEP STRATEGY PLANNING SYSTEM

Land Value (per acre)

$107 $125

Building Value (per sq. ft.)

$3,781 $4,604

County Taxes (per acre)

Data collected by urban planning firm Urban3.
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under-valuationsislarger than the scale
of the over-valuations. As an example,
imagine a $1 million home is under-
valued by ten percent, and a $100,000
home is over-valued by ten percent. Local
governmentrevenues will come out
behind in this case.

Some local governments have a
property tax system thatis “budget
driven.” This means that the government
passes atotallevy amount, and the tax
burden for generating that amount of
money is apportioned among taxpayers
according to theirrelative share of
assessed value. Foralocal government
under this property tax system,
assessment problems could lead to an
indirectrevenue loss. Low-income people
tend to spend more of their income on
taxable goods than high-income people.*
Soifthe distribution of property taxes
puts more burden on low-income people,
they will have less netincome to spend.

Finally, regardless of whether thereisa
“rate-driven” or “budget-driven” system,
theincreasein financial hardship for
low-income people and consequences
for generational wealth are not good for a
localgovernment’s tax base.

Goal #2

Provide stable, predictable
costs to taxpayers

Many causes of the property tax’s
unpopularity are related to how the
property taxisadministered. Left
unaddressed, the tax’s unpopularity can
lead to decreased legitimacy for thelocal
government. For example, consider that
most property tax revolts are aresponse
todramaticincreasesin property taxes,
particularly when the increase in taxes

results from anincrease in property
values.® This could be galling to the
taxpayer for two reasons: first, increases
in property values can be surprising, in
that most people donot pay attention
toatheoretical market value of their
property. (Compare this to the price of gas
or groceries, where many people are aware
of even week-to-week shiftsin prices.)
Second, especially for homeowners, arise
in property values does not come with a
risingincome stream with which to pay
increased taxes. (Again, compare thisto
the price of gas or groceries, where many
people are aware of even week-to-week
shiftsin prices.)

Thus, attenuating taxincreases that
resultfrom increasing property tax values
could be away toreduce the unpopularity
of the taxand thelikelihood of tax revolts.
However, not every means of attenuating
these taxincreasesis equally good. Goal
#2 alsoincludes providing options for
people who have a tough time paying their
taxes, as the public and its government
are better offifall taxpayers pay their tax
obligations, even if some taxpayers need
accommodations to do so.

Before we move on, anote of optimism:
generally, most people are not opposed to
taxes. More than 90 percent of Americans
agree that“itisevery American’s civic duty
to pay their fair share of taxes.” Another
view on this widespread consensusis that
“the percentage of Americans who deny
that taxpayingis acivic dutyisnearly
equal to the percentage of Americans who
reportbelieving that thereisachance that
Elvis Presleyisstill alive (seven percent)
or that the moon landing was faked
(six percent).® This provides hope that
rethinking property taxes has potential to
change attitudes for the better.

How to Reach Goal #1

Accurate and fair valuations of
tax liability for taxpayers

The most obvious cause of inaccurate
assessmentsis that toomuch time

has passed since thelastrevaluation.
Thelonger ajurisdiction goes without
reassessing property values, the greater
the taxinaccuracies. Properties with

the slowest growth in values (or largest
declines) become increasingly over-
taxed, and properties with the fastest
growth become under-taxed. Toillustrate,
one of the authors of this report worked
with a county on financial management
reforms, and properties there hadn't been
re-assessed in 40 years!

The problems with thelocal taxin this
community were large and obvious.
Itisan extreme case, but the problem is
replicated in miniature whenever there
isalessdramatic duration between
reassessments. If too much time between
assessmentsisthe cause, then the
solutionis toreassess more often. The
optimal time between reassessments
isone year because that's how often
taxbills areissued. Also, annual
revaluations allow assessments to track
real estate market activity. Imagine
revaluations occur every three years.

If market prices go up five percent each
year, a taxpayer would see an eye-
popping 15 percentincrease when they
get their new valuation.

Reassessments cost money, though.
The best way to contain this costis to
automate or substitute machines for
labor. When it comes to reassessments,
machines are computerized algorithms
and data stores that can be used to create
accurate assessments with less human

RESIDENTIAL VERSUS COMMERCIAL PROPERTY

Though the goals we describe apply to commercial and residential
properties, this report will focus on residential properties for two
reasons. First, residential properties have more electoral power,
so the continued legitimacy of the property tax requires that

residents feel the tax is fair. Second, available research
on property tax focuses on residential properties,

so we can offer more fact-based guidance
on residential property taxes. (Research is
underway on commercial property taxes.)
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intervention. The next-best way is to
achieve economies of scale or to spread
fixed costs overlarger production.
Fixed costs could include software

or specialized personnel, like data
scientists.

Let’s consider the cases of Cook
County, Illinois, and Maricopa County,
Arizona. Cook County, whichincludes
the City of Chicago and many suburbs,
hasbeen successful atreducing the
kinds of problems shown in Exhibit
1 andimprovingthe fairness of the
tax. Though the county can'trevalue
properties annually, it has taken steps
thataregettingit closer—and these steps
are instructive for communities that
want toimprove the cost-effectiveness
of assessments. Maricopa County, which
includes the City of Phoenixand many
suburbs, has an annual assessment
process and has also been working on
improving property tax fairness. These
efforts have produced impressive
results: the appeal rate in Maricopais
lessthan one percent for all parcels,
including commercial, and less than
thatforresidential.

How have these counties made
progress? First, both counties have
invested in data science capabilities.
Cook County’s data team developed
aresidential valuation model using
open-source software. Since 2019, the
model hasbeenrefined each year by
collaborating with valuation experts
who have years of assessment and
appraisal experience in Cook County.
Because location matters to property
values, the data team focused on adding
geospatial featurestothe assessment
model, such as distance to amenities
(like the lakefront or public transit)
and other geographies (such as school
districts) that affect property value and
assessmentaccuracy. Maricopa County
hasblended traditional computer-aided
mass appraisal methods with statistical
tools. For example, it has improved its
ability to find and correct outliersin the
assessment data, which reduces the
number of appeals.

Second, the Cook County assessor has
invested inimproving data quality for
residential properties. Online filings
havereplaced a paper-based system for
construction permits. Thisnotifies the
assessor of any substantial change in

EXHIBIT 2 | A FAIR PROPERTY TAX ASSESSMENT SYSTEM VS. UNFAIR (IN THEORY)

Blue line = Regressive assessments, less
expensive homes assessed at higher rate

Sales
Ratio

than more expensive homes

Black line = Fair and accurate assessments,
allhomes assessed at market value. Sales
ratio =1 for allhomes

Low Home Value High

A fair assessment system produces a straight horizontal line because the sales ratio (the assessor’s estimate of
property value divided by sales price) is the same for all home values. In most counties, we will find something

closerin shape to the blue line.

aproperty’scharacteristics. Office staff
canuse online tools to validate property
characteristics without having to visit
the property. Maricopa County hasadded
the ability tomodel marketinfluencesin
certain neighborhoods.

Third, both Cookand Maricopa
counties are quite large. Both assess
hundreds of billions worth of property,
which means they can generate
economies of scale in assessment
activities. This doesn't mean that smaller
assessor offices can'timprove. For
example, it may be possible to work with
other assessors to procure technology
or talent. Or assessors could share
statistical methods and models. In fact,
Cook County has published its methods
and models on an open-source platform so
other assessors can use itand contribute
toitsimprovement. Smaller assessors
could form joint purchasing agreements
for third-party data sets, increasing
their market power. Smaller assessors
could even cooperate on contracting for
data science capabilities. It maynotbe
cost-effective to hire a full-time data
scientist on staff. Multiple assessors, as a
group, could shiftthe market to third-
party contractors who support assessors.
This group could articulate the demand
for data science capabilities to address
the challenges shown in thisreportand
thereby encourage a supply of capable
contractors.

Neither county has solved all their
challenges with property taxes. Although
Cook County has increased its capacity,
ithasbarriers to overcome before annual
revaluations become possible. Cook

County has also made more progress
onimproving the cost-effectiveness of
assessingresidential properties thanithas
on commercial properties. Commercial
properties are more difficult to value
because their value varies widely. For
instance, while amansionis different from
acondo, alarge factoryis very different
from a convenience store. Also, more
assessments mean more appeals. Evenif
appraisals are more accurate, increasing
the volume of assessments will result
inmore appeals. Cook County revalues
every three years, so annual revaluations
would triple the volume of assessments—
although perhapsitwould not triple if
assessments were more accurate. Aswe
saw earlier, Maricopa has a very small
appealrate. Nevertheless, the Cook County
government would need to consider how to
handle the possibility of more appeals.

If the obvious cause of inaccurate
assessmentsisinfrequentassessments,
the less obvious cause was previewed in
Exhibit 1: consistently unfair assessments.
Let's startby defining whata fairand
accurate system lookslike. This will setus
up todefine the solutions.

Exhibit 2 shows the “salesratio” plotted
against “home value.” The salesratiois the
assessor’s estimate of a property’s value
divided by the property’s sale price. Ideally,
assessmentsreflect market values. (In
theory, the assessmentratio under a fair
system would be equal to 1.0. However,
locallaws may resultin a fairratio thatis
something otherthan 1.0. Toillustrate,
forresidential property owners in Cook
County, the assessed value equals ten
percent of the fair market value of the
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home. Thus, the ideal assessment ratio

in Cook Countyis 0.10.) If assessment
practices are successfulin assigning
consistent, fair values to homes of
different values, then we'd have a straight
linelike the one in Exhibit 2. However,
based on Exhibit 1, the sales ratio often
doesn’'t produce a straightline. Lower-
value homes are often over-assessed, and
higher-value homes are under-assessed.
Theblueline in Exhibit 2 shows lower-
value properties getting a salesratio

above the black dotted line, meaning the
assessor’s valuation of the propertyis
greater than the sales price. Theline slopes
downward, which means thathigher-value
properties are under-assessed.

Exhibit 2 isanideal, intended to show
how we can examine property tax fairness.
Let'slookatreal-life datain Exhibit 3. It
shows the equivalent of the blue line from
Exhibit 2 but for almostevery countyin
the United States (the data setcovers
roughly 2,600 out of 3,000 U.S. counties).
Itisfarfromastraight horizontalline.
Similar charts can be developed for
individual counties. Youcansee the
chartforalmostanycountyaswellasthe
top 50largest citiesin the United States
at propertytaxproject.uchicago.edu,
developed by the University of Chicago.’

The curves as we seein Exhibit 3 show
thatlow-income people tend to pay an
unfair share of property taxes because
they tend to occupy lower-value properties.
We can see therelative size of the tax
burdenimbalance betweenlow-and
high-value propertiesin Exhibit 4, where
we added color shading. The red-shaded
areais the “over-taxing” of low-value
properties. The green-shaded areais the
“under-taxing” of high-value properties.
Asyoucansee, the green-shaded areais
materiallylarger than the red-shaded area.
The difference in the size between these
two areasis the shifting of property tax
burden to low-value properties from high-
value properties and, therefore, to low-
income people from high-income people.

We've made the case that tax shifting
isaproblem, but fixingitrequires
knowing why ithappens. Asisthe case
with complicated problems, there are
many causes. We can start with causes
stemming from assessment practices.

We can broadly label the challenge that
assessors face as “the flaw of averages.”®
Assessors must value many properties,

and each propertyis different. Averages
offer a shortcutto summarize many
different properties together. However,
this shortcut tends to benefithigh-value
properties and disadvantage low-value
properties. Let's examine some important
reasons for this.

Anindividualhome has many features
thatare observable to buyers and sellers,
so they will bereflected in the market
price. However, some of these features are
not observable to an assessor, so they are
notincluded in the assessed value. For
example, imagine aneighborhood with
homesthatare similar from the outside,
butone home has upgraded kitchens and
bathrooms. Thathome would command a
higher price on the open market but would
be valued, for tax purposes, at the average
of the other homes. Itiseasy toimagine
thathigh-end properties are more likely
tohave upgrades thatimpact sales prices,
butwhich are not visible to assessors.

Kitchen and bath upgrades are not
the main cause of the shaded areasin
Exhibit 4, but they doillustrate a broader
problem. An example of this might

be building materials. All else being
equal, abrickhouse is more expensive
than acement blockhouse, whichis
more expensive than wood. Due to the
distribution ofincomes (there are fewer
wealthy people than middle-income
people), there will be fewer homes made
from premium building materials than
from average-quality materials. There
will also be fewer buildings made from
the cheapest materials because there are
fewerlow-income people than middle-
income people. Imagine middle-income
people tend to have cement block homes,
wealthy people have brick, and low-
income people have wood. Assessment
methodsbased on “average” home
features (cement block) will over-value
the homes of low-income people

and under-value those owned by high-
income people.

We can see areal-life example of thisin
data collected by Urban3. Assessments
are often done by “tracts,” which group
many properties assessment purposes.
Atracttypically contains a few thousand
people or so. Exhibit 5 shows two homes

EXHIBIT 3 | NATIONWIDE SALES RATIOS VS. HOME VALUES

<&— Realz=life regressive What fair & accurate
Sales assessments assessments would look like
Ratio ¢
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, Equal
Low Home Value High

Nationwide, lower-value homes are consistently over-assessed.

EXHIBIT 4 | TAX SHIFTING FROM HIGH- TO LOW-VALUE PROPERTIES

<€— Over-taxing

Sales
Ratio

Undertaxing

:

Low Home Value High

The difference in size between the red (over-taxed) and green (under-taxed) is the net subsidy to higher-value

properties
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on either side of a tract borderline. The
homeslook similar, but the one on
therightisinatractthat the assessor
determined to be worth more. Asa
result, the one on therightreceived a
higherincrease in their taxable value
becauseitwas “averaged in” with the
more expensive homes.

In addition to assessment practices,
there are also policy choices thatcan
worsen the problems we described.
Forinstance, apolicy canlimitthe
amount that assessments canincrease
inayear. Suchapolicy has the biggest
impacton properties that are most
rapidly appreciating in market value.
The policy shifts tax burden to those
thatare not appreciating as much. To
illustrate, imagine thereis a policy that
limits assessment growth to five percent
peryear. If propertiesin a wealthy
neighborhood experience a ten percent
increase in market value (because the
areaisdesirable tolivein), then those
properties will have their assessed
value artificially limited. Meanwhile,
imagine propertiesin aless desirable

neighborhood aren't appreciating by
more than five percent—they will not
benefit from this policy. The result
isthatthe homesin the wealthy
neighborhood are assessed atless than
their market value, while the homes

in theless desirable neighborhood are
taxed at their full market value. Also,
property appeals processes are more
often pursued by wealthy individuals.®
Reasons for thismay include less access
to the appeals process for low-income
people (for example, less access to
attorneystorepresent them), or the high
dollar amounts at stake for owners of
high-value properties might provide an
incentive for them to appeal.

Thereis much that canbe done to
address the problems we've described.
Cook County and Maricopa County are
examples oflocal governments that
have made progress. For example, a
2024 independent evaluation of Cook
County’s efforts by the University of
Chicago shows that Cook County has
made alot of progress toward a fair
assessment system. Exhibit 6 shows the

EXHIBIT 5| FROM THE WRONG SIDE OF THE TRACT

&

This side of the tract: 316% increase >

Using average characteristics for properties across an assessment tract resulted in a large increase in
assessed value for amodest home that happened to be grouped into a tract with higher values.

assessmentratioin Cook County before
and after the reforms thatstartedin 2019.
You cansee that the “before” linelooks a
lotlike the curvein Exhibit 3, while the
“after”line looks more like the ideal state
(black dotted line).

Let'slookat whatlocal officials can do
tohelp flatten the curve, including both
tax assessors and local officials who have
rate-setting authority. Tax assessors who
would like to flatten the assessment ratio
curveintheirjurisdictions can start by
investigating the causes of regressivity
in assessmentmodels. Look at sales ratio
studies, and look for bias patterns by price
decile, neighborhood or geography, and
racial (or demographic) group. Use third-
party sources for decile price patterns.
Hold conversations with the field,
modeling staff, and software vendors,
and look for ways that operations may
build in biases or miss key information.

Next, assessors canlook for
deficienciesin the physical census of
properties. These can arise because
of shortcomings in the reporting of
building permits or stale fieldwork. Ox
fieldworkmight miss factors thatare
notreported, such as upgrades to the
interior of abuilding thatdon'trequire a
permit. Improved data can help here. For
example, Cook County hasimproved the
transmission of construction permitting
data from permitting authorities to
the assessor’s office. This makes the
assessor aware of a greater number of
property upgrades than before. Once the
causes are understood, solutions can be
developed. That said, the best solutions
will usually be through better modeling
rather than better fieldwork. Both Cook
and Maricopa counties have invested

EXHIBIT 6 | ASSESSMENT RATIOS BEFORE AND AFTER REFORMS IN COOK COUNTY

Single Family

Sales
Ratio

Multi-Family

Before

After

Before

After

Condominium

After

$250K $500K $750K

$1M $250K $500K

Sale Price

$750K $1M

$250K $500K $750K $M

*In Cook County, for residential property owners, the assessed value equals 10% of the fair market value. Thus, the ideal assessment ratio in Cook County is 0.10.
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heavilyinimproving their modeling and
data abilities.

Finally, assessors can work with others
who are trying to make property taxes
fairer. The authors of this article are
working to convene anetwork oflocal
governments thatare working on this
problem. Getin touch with the authors
tolearn more and be introduced to the
network.

Local officials with rate-setting
authority cannot flatten the curve on their
own. Nevertheless, they have a vested
interestin better assessments because
fairness to the taxpayeris essential for
maintaining the legitimacy of the revenue
system that pays for much oflocal
government—and because of the direct
impact thatlow-quality assessments can
have onlocal governmentrevenue.

Local officials can start by getting
ahandle on the quality of local
assessments. The University of Chicago’s
property tax fairness website is a good
starting point—it allows users tolookup
the shape of the salesratio curve in their
counties. (Intheory, a fair assessment
ratiowould be equal to 1.0; however,
locallaws mayresultin afairratio thatis
something otherthan 1.0. Toillustrate,
forresidential property owners in Cook
County, the assessed value equals ten
percent of the fair market value of the

home. Therefore, theideal assessment
ratioin Cook Countyis 0.10.) From there,
local officials can take steps to better
understand local assessment practices.
Here are some questions thatlocal
officials can ask of their county
assessors. These questions speak to
the building blocks of high-quality
assessments:

= Is there a sales ratio study? What
are theresults by geographic region
and/or types of properties? A sales
ratio study would provide more
insightsinto the salesratio curve
thanisavailable from the University
of Chicago's website. The presence or
absence of such a study may be aclue
as tohow attuned the assessor is to
theissue of taxaccuracyand fairness.

= Where does sales data come from?
What level of confidence do you have
inbuilding characteristics data? Is
there a physical census of properties?
These questions speak to the building
blocks of high-quality assessments.

= How are residential values modeled?
Aswe have seen, better use of data
science has much potential for
improving the assessment quality.
Local officials can learn whether
the assessorisusingleading data
science practices.

Local officials have a vested interest in better
assessments because fairness to the taxpayer
is essential for maintaining the legitimacy of
the revenue system that pays for much of
local government—and because of the direct
impact that low-quality assessments can have
on local government revenue.

Iflocal officials and the assessor agree
that there are opportunities toimprove
property tax fairness, then there are ways
they can cooperate. The public needs to
have confidence that assessment reform
isnotacovertattempttoraise taxes. Local
officials with rate-setting responsibilities
cancommittoraisingtotalrevenue
consistent with past trends and forgo any
“windfall” revenue that might arise from
new assessment methods.

Local officials can also help
communicate the reasons for revising
assessment practices. Even though
there will be “winners” and “losers”
from assessmentreform, progressis
possible. Consider the case of Cook
County. Chicago does nothave a
reputation for honesty and integrity
inlocal government,' so the public
hasreason to be skeptical of attempts
atproperty taxreform. Nevertheless,
Cook County Assessor Fritz Kaegi has
found that “thereis often greatreliefin
knowingthat formulas and valuation
calculations are public; that lawyers
have no special advantage in appeals;
thatbackdoor favors are not available.
Inmany cases, I see greater awareness
of progress on this front than where any
individual sits on the curve of winners
orlosers.” Kaegi won re-election fora
second term with 81 percent of the vote.
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Before moving on to Goal #2, we will
examine a strategy for reducing the
importance of the building assessments
byincreasing the weightland value
receivesin the taxbill. As Exhibit 1
implied, itis easier to assess the value of
land accurately, compared to structures.

A form of property taxation called “land
value taxation” taxes only the land, not
the structures built on it. Advocates for
aland value tax provide evidence that it
islessdistorting of economic behavior
than a conventional property tax, and
itismore effective atencouragingland
development.!! For our purposes, the
potential of aland value tax toimprove the
fairness of the property taxisinteresting.

Thereisn'tapureland value tax
systemin the United States, but several
jurisdictions have employed a hybrid
system known as “split-rate taxation.”
(The State of Pennsylvaniais the most
widely studied state where split-rate
taxation exists. About 20 municipalities
there have a split-rate system, including
the cities of Pittsburgh and Scranton.) This
applies different taxratesto theland and
property, with amuch higher rate applied
totheland. (Forexample, thereport, “Split-
Rate Property Taxationin Detroit: Findings
and Recommendations,” from the Lincoln
Institute of Tax Policy, recommends
afive times greater taxrate forland.)
Split-rate taxation has been shown to
provide many of the same benefits of land
value taxation, and it has the potential
toincrease property tax fairness.*?

NEW TAXES THAT WORK

LEARN MORE

Readers wishing to learn more about how
communities can successfully consider
new taxes are invited to read GFOA's
report, “New Taxes That Work: How Local
Governments Can Raise New Revenues.”

© gfoa.org/materials/new-taxes-
that-work

How to Reach Goal #2

Provide stable, predictable costs
to taxpayers

Peoplelike to have predictability in

the expenses that they face, and that
applies to taxes too. Large, unpredictable
taxincreasesare a primary source of
dissatisfaction with the property tax.®
Tointroduce more stable, predictable
costs to taxpayers, we need to identify
the reasonsthata property taxbill might
change from one year to the next:

= Administrative. Forexample, a
propertyisrevalued after many
years and the new valuation causes
taxes togo up.

= Market. The market values the home
more, causing values and taxes to
goup. Market values mightincrease
quite abitin “hot” real estate markets,
causing sudden increases in taxes.

= Policy. The community decides to
raise taxes onitself, either through a
referendum or a decision by its elected
representatives.

Forthe purposes of this discussion,

we will put policy reasons aside. If the
community hasagreed to taxitself
more for some reason, then the increase
should be predictable.

Thatleaves administrative reasons
and market reasons. Market-based
increasesare, in theory, legitimate
because arising property value
increases the wealth of the taxpayer.
However, this kind of wealth increase
often doesn’t come along with an
increased income stream, especially
for owner-occupied homes. Further, a
taxincrease from increasing market
values doesn't get factored into the
“mental accounting” of most people’s
expectations for theirannual spending.
Compare thistoanincome tax. If you
were to geta bigraise at work, you are
aware that you can expect to pay more
income taxes, all else being equal.

Given that consistency and
predictability in the taxpayer’s total
billisimportant tomaintaining public
support, how can we provide it? To
start, officials who setratescanbe
more mindful of how therates they set
will interact with valuation trends and

affect taxpayers’ total liability. There are
several ways this could be done.

First, assessors can provide data to
local officials to support setting rates
thatareresponsive to market conditions
and thatdon'tresultinlarge increases
for property owners. Maricopa County
provides worksheets tolocal governments
thatdistinguish increased value between
new and existing construction, providing
insightintotheimpactofataxrate on
existing properties. The county also has
reports thatbreak down valuation trends
by property classification. Providing
trend data allows jurisdictions to forecast
impacts on values and subsequently to
tax bills.

Second, we described the difference
between a “rate-driven” and a “budget-
driven” system. A budget-driven
system should be less volatile from the
taxpayer’s perspective because the taxing
governmentis only asking for the total
amount of taxes it would like to collect.
This way, local control of the property
taxliability is focused on the outcome
ofinterest to the taxpayer and taxing
government.

Third, the total amount collected could
belimited, unless a specific authorization
from the votersis given to collect more.
Thiswould provide taxpayers with more
assurance of stable tax bills. Thisleads us
totheissue of taxandlevylimits.

Responsiverate settingisimportant
for providing stable, predictable costs
to taxpayers. Some taxpayers may
need extra consideration to help them
afford their taxes. The classic case of
this problem is the “houserich, cash
poor” taxpayer, like a senior citizen who
ison afixed income but whose home is
appreciating. Low-income homeowners
in gentrifying neighborhoods or people
who have lost their jobs may also need
consideration. Targeted reliefcan be
offered to people in these circumstances.
Forexample, a “circuit breaker” provides
relief to people paying a high share
of theirincome in property taxes by
offsetting taxes above a certain amount
ofincome. Just over half of states have
some kind of circuit breaker program,
but over half provide this program
exclusively to senior citizens. States
could expand circuit breakers to low-
income payers and make sure the benefits
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are enough to prevent taxpayers from
beingunable to pay their taxes.*
Anotherrelief strategy for senior
citizens with unaffordable taxesisa
tax deferral thatallows homeowners
to delay payment of their taxes until
theirhomeis sold or inherited. Then
taxes are due along with interest. For
example, the State of Massachusetts’s
property tax deferral for senior citizens
allows them to defer payment until the
senior sells the property or passes away.
These relief strategies are desirable
because they offer targeted relief
to the people who need it most, but
broad strategieslike taxlimits or
limits on growth in assessed value
can backfire. For example, a broad tax
limitwon't be a good fit for every local
governmentand might cause them to
rely onregressive revenue sources,
like user fees. Limitations on growth in
assessed value can also backfire. They
create winners and losers in the tax
system. Forinstance, they shift the tax
burden from appreciating properties to
properties thataren’'t appreciating as
much. California’s Proposition 13 limits
the property taxrate to one percent of
assessed value at the time of purchase
andrestrictsannual taxincreases to
nomore than two percentuntil the
propertyissold. Theresultisthata
long-time homeowner whose home is
identical to their just-moved-in neighbor
would be paying vastly less taxes.*®
That said, we mustrecognize the
reason these broad tax relief strategies
exist: taxpayers want (and deserve)
predictable, stable tax bills. Are there
other waystoachieve this goal, without
the drawbacks we described? One might
be to focus on the outcome taxpayers
care about (their total bill), instead of
trying to manipulate the inputs (rate
and assessment) to get to the outcome.
Some of the strategies described earlier
could help. For example, a budget-
driven assessment system would
malke it easier forlocal officials to
keep taxes stable. Ifthe taxlevy calls
for three percent more revenue, then
taxpayers’ taxes would not go up more

than three percent on average. However,
the problem of unstable bills is most

feltat the extremes, not the average.

There could be added guarantees for
individuals that theirannual tax bill won't
increase more than some given amount
inayear, with exceptions for when the
community has decided to taxitself

more. There could even be arole for local
governments to rebate taxes collected
over a certain amount. (Rebates could

be given by a taxingjurisdiction—so that
may be a strategy that can be used by local
governments without changesin state law.
Furthermore, people seem to enjoy federal
income tax rebates, even though it would
beidealifthe correctamountofincome
taxes were collected in the first place.)

Now let’'smove on to discuss
administrative reasons for unstable/
inconsistent tax liabilities. Carrying out
quality assessments solves much, but
notall, ofthe administrative problems
that contribute to taxpayers’ view of
unstable, inconsistent tax bills. Aside
from the quality of the assessments,
there are other ways toimprove the
perception of the property tax by
adjusting the administration of the tax.

Typically, property tax bills are
sent out once or twice per year, and
taxpayers may find these infrequent,
large bills surprising. Evidence shows
thathomeowners who pay their property
taxesintoan escrowaccountas part
of their monthly mortgage payment
are lesslikely to end up in mortgage
delinquency.'® On the other hand,
the property tax has shown to beless
salient to those who pay by escrow.
Those taxpayers are lessinformed about
their property tax burden, less likely
toappeal when they are over-assessed,
and more likely to be over-taxed.?”

One solution might be to send a
monthly property tax statement to every
taxpayer, even those paying via escrow,
and allowing those not on escrow to
setup monthly automatic payments.
This practice would make the tax more
salient to those paying by escrow while
allowing those not paying by escrow to
malke predictable monthly payments. For

example, Cass County, Missouri, provides
amonthly program for people who are
current on their tax bills. Payments are
deducted from the taxpayer’s bank account.

Anotheradministrative strategy for
increasing people’s satisfaction with the
property taxis to format the billin such a
way that taxpayers can better understand
it. Here are four ways to do this:

= Clarity of tax liability and calculation.
Provide a breakdown of different
components of the tax and how
calculations are made.

= Use of plain language. The bill should
avoid jargon or technical terms. Simple
sentence structures also help.

= Visual presentation. Formatting and
headings can help draw the taxpayer’s
eyetotheright parts of the bill, in the
right order. Graphs could be used to help
taxpayersbetter grasp their tax liability.

= Comparative information. Research
shows that taxpayers are often less
concerned with the size of their tax bill
than they are with everyone paying their
fair share. Noone wants to feel they are
being made to bear an undue burden.
The tax bill could include information
about other people’s tax liabilities and
relative fairness. People also want fair
value for their tax money, so the bill could
show how tax money is being used.

Anylocalgovernment thatlevies a property
tax can provide amore compelling property
tax bill. The City of Shakopee, Minnesota,
created a property tax receipt that shows
how the city uses a given home’s property
taxes to supportdifferent city functions.
Finally, some taxpayers will fall behind

on their tax bills and become delinquent.
Conventionally, taxliens and sales have been
used for delinquent properties, but there
ismounting evidence that this approach
has drawbacks. For example, ideally, a
delinquent taxpayer would never reach

the point of taxliens and sales because the
process is slow, costly, and often ineffective
atgetting properties back on the taxrolls.
Alternativesinclude assistance programs
for struggling taxpayers and collection
methods other than taxliens and sales.*®

 RETHINKING

Many local government revenue structures are based on assumptions that no longer hold today due to digitization,
data globalization, demography, political changes, and other trends. Further, fairness is becoming an increasingly
important concern for public finance. For these reasons, the Rethinking Revenue project is taking a fresh look

at how revenues are raised. Learn more: gfoa.org/rethinking-revenue
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Summary of Key Ideas

Conclusion

The property taxisacritical tax for local government.
Itfunds alarge portion of many public services, and it
provideslocal governments with autonomy to better
matchlocal tax rates with local service demands. The
property taxis also an old tax, having been in place before
the United States was founded. There are opportunities
torethinkthe property tax tomake it fairer, tomake

the tax burden more predictable/consistent from year to
year and, thereby, to protectand enhance the legitimacy
of the property tax. We invite readers tojoin us at
gfoa.org/rethinkingpropertytax for more information and
tolearn about ways to help make these changes happen. §
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